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When Can Congress Reduce Taxes ? 


Expiration, Repeal Dates Fixed; Spending Must be Cut 


to Meet Prospective Tax, Revenue Reductions 


by RoswEtu MAGILL, President, The Tax Foundation 


Wi four years Americans find themselves surrounded by a multitude of issues. The burning 
question is no longer the intimate, interesting personal one: whether to buy a new suit or a 
new Ford or how to send Johnnie to college. Rather the papers and the television set ring with 
great national problems: Shall the Taft-Hartley Act be repealed? Shall we have a 143-wing 


air force? What shall we do about Korea? 


Candidates, at least successful candidates, cover 
their answers and appeals with liberal coatings of 
political sugar. Farmers’ parity prices must be 
maintained. Social security payments must be in- 
creased. There must be generous provisions for the 
rehabilitation and education of veterans. 


Suppose we do have an enormous Federal deficit. 
We have had Federal deficits for years, and we're 
not ruined yet. Each particular Federal program 
was devised to be good for someone, all except the 
tax program. Why not maintain and even increase all 
these good things; and then take a tuck in the tax 
system to make everybody happy? Taxes really are 
too heavy. Can’t we reduce them, first on ourselves, 
as individuals, and then on sales and on corporations 
as fast as we can? Why not? 


Fiscal experts may know why the budget should 
be balanced; but many a man called a fiscal expert 
is not singing that particular song this year. How 
many laymen are there, anyway, who understand 
even half of the billions in the Federal budget? 
How many can resist the siren appeal of all these 
good things that we can acquire by spending: a 
flood-free Missouri Valley, for example; and a West 
without a dust-bowl? Any program to balance the 
budget by cutting spending is a program of self- 
Copyright 1952 by The Tax Foundation, Inc. 


denial for some group, and self-denial is not very 
popular. What do we gain by denying ourselves? 
Isn’t the talk of balancing the budget simply a 
negative program, to cut off tangible good things 
of life, in favor of an intangible fiscal ideal? 


Confronted with all these conflicts and cross- 
currents, the citizen yearns for the candidates and 
the experts to work out for him a rational set of 
guiding principles, which he and they can apply 
to all these specific problems. He knows he can’t 
review the Federal budget personally, nor the de- 
fense program, nor our plans for international aid. 
On budgetary and fiscal matters, the experts ought 
to be able to help him. What have we to say? 


Want Two Things from Government 


To start, we must decide what we expect from our 
Government. Then we can take a look at the Federal 
budget, the cost of the things we want. And finally 
we can look at the annual bill, the taxes we pay, 
and decide if we can afford all these Government 
programs. 


What do we Americans want most of all from 
our Government? We may think, first, of such utili- 
ties as good roads or a big navy; but, fundamentally, 
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I think we want the Government to accomplish for 
us two great things. 


First, we want our Government to strive for peace 
in the world. We want a stable society and an end 
to recurring wars and emergencies. 


Second, we want to maintain the economic well- 
being of America. That means, among other things, 
that we want the Government to give us a dollar that 
will be worth as much tomorrow as it is today. 
If the Government would maintain the value of the 
dollar, there would be an end to ever-increasing 
costs of living. There could be an end to demands 
for increased wages to meet increased living costs; 


used to think we could, on a volunteer army that 
springs to arms at the first sign of danger. No other 
country will be able to protect us this time while 
we prepare. We must be ready right from the be- 
ginning to protect ourselves from the first attack, 
the first hostile bomb. 


If we are strong enough, if we have plenty of 
planes and men and ships in apple-pie condition, 
we may not need to use them. Our enemy can’t 
afford to lose a great war, so they won't start one 
until and unless their head man and his cabinet have 
solemnly decided that they will win. Conversely, 
our main adversary has taken over and will con- 
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and an end to the resulting inflationary spiral that 
makes it so hard to live decently and to plan for 
the future. 


Only Government can give us these two blessings. 
We can’t buy them or make them for ourselves. But 
being citizens in a democratic state, with a national 
election right in front of us, we can choose the men 
who support the policies that we believe will achieve 
the ends we desire. 


Production For Survival 


What are the policies essential to peace and to 
a stable dollar? We have found in the years since 
World War II that we can’t have peace merely by 
wishing for it or hoping for it. We can relax and 
be peaceful ourselves, but the other fellow obviously 
doesn’t want to. Strangely enough in this world 
we live in, we can have peace only by being ready 
to fight for it—successfully. We must have armed 
forces big enough to guarantee defeat to anyone 
who attacks us. We must believe enough in peace 
to maintain a big air force and a big army and a 
big navy, even at great cost. We can’t rely, as we 
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tinue to take over any chunks of the earth that are 
not well defended. It is evident that we ourselves 
must not only keep our powder dry, but maintain 
large forces ready to use the powder at a moment's 
notice. The great problem here is not whether we 
will defend ourselves; but how much of the rest 
of the world we must be prepared to defend. 


The strength that our adversaries fear and that 
we rely on is industrial strength quite as much as 
military strength. We have made our place in the 
world by out-producing the other fellow. In the 
present international arms race, we must continue 
to out-produce our enemy in order to survive. 


To build and to maintain a great industrial em- 
pire at top efficiency is a very expensive undertaking 
to begin with; and it continues expensive year after 
year. Great capital sums are required, not only at 
the beginning, but to develop and expand each 
enterprise. We are told that $27.5 billion will have 
gone into the development and expansion of our 
industrial plant during 1952. How much did it cost 
to produce the first nylon filament? How much is 
it going to cost to produce all the nylon and dacron 
and so on that are needed now? What will it cost 
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to dig iron out of that mountain in the interior of 
Venezuela; to ship it down the Orinoco and up the 
Atlantic; and, finally, to put the ore through a blast 
furnace in Maryland or Pennsylvania? 


So far, capital for our great enterprises has come, 
not from the Government, but from private investors 
—from the earnings of the enterprise itself, or from 
the savings of persons who believed in it, and were 
willing to risk their money in the hope of a reason- 
able return. When tax rates on corporations and on 
individuals are too high, saving is difficult or im- 
possible. Too high taxes strike a blow, then, not 
only against thrift, a fundamental American virtue; 
but against the ability of our enterprise system to 
defend and to perpetuate itself. So far, enough sav- 
ings have been produced; but the current successful 
demands for higher interest rates indicate that the 
need for new capital may be greater than its current 
availability. In a very real sense, too high taxes 
are whisking away the golden eggs as fast as the 
goose lays them. 


Two Ways to Balance a Budget 


The solution of fiscal problems, as of other prob- 
lems of political science, demands the exercise of 
judgment. We must balance one possible use for 
our earnings—savings and investment; against an- 
other possible use—governmental expenditure on 
defense or payments to veterans or farmers’ parity 
or whatever. The rules are not precise, and there 
is no slide-rule to measure stresses and strains and 
tolerances exactly. 


Nevertheless, even without a slide-rule, it seems 
certain that the Government is taking from us in 
taxes just about as much as it can, if the enterprise 
system is to survive. When the Government takes 
over the spending of more than three-fourths of an 
individual's and of a corporation’s income, the finan- 
cial incentive to work to earn more income is just 
about gone. The earner is apt to decide not to try 
to earn more, but to take longer vacations. There 
are other incentives than the financial one, of course, 
but it is very potent. And in this struggle between 
two forms of government and two civilizations, we 
would like to have all the incentives working for us 
and not against us. 


The conclusion, then, is, that to have peace as a 
nation we must be strong. Our fundamental strength 


lies in our magnificent productive machine: we must 
maintain it and improve it. That means that we 
must make sure that individuals have the incentives 
to do the work and to produce more. It further 
means that the Government must leave individuals 
and corporations enough opportunity to save and to 
invest the new money that developing enterprises 
require. 


All of you in this audience want the Government 
to give us a stable dollar. How can that be accom- 
plished? The essential step is to balance the Federal 
budget and to keep it in balance. 


When the goods. and services acquired by the 
Government are paid for out of tax money, when 
the budget is balanced, then the total supply of 
money does not increase and the dollar retains its 
value. On the other hand, an unbalanced budget 
means that the Government is spending more than 
it takes in from taxation, and consequently it must 
print money or borrow it to cover the excess of 
expenditures, Government borrowing from the pub- 
lic may have a slight tendency to reduce private 
spending, but Government borrowing from the banks 
results in the creation of new money. It is as if 
the Government used the printing press directly to 
finance its excess expenditures. Thus Government 
expenditures financed by borrowing are not offset 
by a reduction in private spending, and so the total 
demand for goods and services increases. If output 
does not increase correspondingly, which is the case 
today with practically full employment, prices are 
bound to rise. 


Unbalanced budgets have been the primary cause 
of the increases in the cost of living, and of the 
decline in the value of the dollar. Fundamentally 
we don’t need more Government controls of prices 
so much as we need effective Government controls 
of the Government's own spending. The Govern- 
ment’s shiftless management of its own fiscal affairs 
is the first reason for the depreciating dollar. Most 
unfortunately, bad fiscal management has been 
coupled with extraordinarily high expenditures, so 
the impact has been doubled. 


There are only two ways to bring an unbalanced 
budget into balance: either by raising taxes to cover 
the expenditure total, or by trimming expenditures 
to bring them within the total revenue. 


It is not necessary for me to spend time trying to 
prove to you, or indeed to any other American, that 
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taxes are already too high. Any of us can prove that 
point any day from our own experience. We all want 
to see taxes reduced. We would like to be free to 
spend more of our own earnings in our own way—a 
privilege that has been taken away from us bit by 
bit, piece by piece, in recent years. Hence neither 
our Congressmen nor we ourselves have any stomach 
for further tax increases. 


Must Cut Expenditures 


We are also convinced that Federal expenditures 
are too high. They are eight or nine times what 
they were in 1940. They are nearly twice what they 
were only two years ago in 1950. The current budget 
is $10 billions or more out of balance, despite the 
largest tax collections in the country’s history. We 
have had plenty of demonstration lately that there 
is a lot of Government waste among the mink coats 
and deep freezers; that Washington is trying to do 
too many things that should be done nearer home; 
that the Federal Government has grown too big; 
that we are not getting a dollar’s worth of goods 
and services for each dollar spent. 


We cannot have a stable dollar unless we are 
willing to bring the budget into balance. We are not 
willing to put up with more taxes. Then we must cut 
expenditures. Can it be done? It can, but the task 
demands enormous determination and skill, as well 
as self-denial. 


We all know that the budget is as big as a Man- 
hattan telephone directory; that it comprehends 
thousands of items and billions of dollars. More- 
over, the present is nearly the worst time in the 
year for anyone outside the Budget Bureau to pro- 
pose any specific changes in the budget. We are in 
the middle of the fiscal year 1953. Budget appro- 
priations for the period ending next June 30 were 
adopted by Congress some months ago and cannot 
now be altered. The Administration can economize 
in the actual spending, but with the best will in the 
world, large-scale accomp]ishments in current budget 
reduction are impossible. 


The Administration recently estimated that budget 
expenditures during fiscal 1953 are expected to be, 
not the $85.4 billions the President originally pro- 
posed in January, but $79 billions; still an enormous 
figure even in Federal budget history, and $10 bil- 
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lions more than estimated receipts. Receipts may be 
a few billions more than $69 billions, expenditures 
a few billions less than $79 billions; but the general 
picture is not likely to change. 


The next budget year will be the period from 
July 1, 1953, to June 30, 1954. The Budget Bureau 
is now assembling estimates of proposed expendi- 
tures for that year from all the myriad parts of 
the Federal Government, but nothing official has 
appeared or can appear for months. Hence no one 
outside the Budget Bureau has any figures to work 
on; and you can count yourselves lucky, for you 
are bound to be spared any discussion of budget 
figures. All we can hope to do is to lay down some 
general propositions, to which we shall try to ad- 
here in the months ahead, when the proposals of the 
different bureaus and departments appear and the 
heat is really on. 


Room For Greater Cuts 


Two-thirds of the total budget is spent for military 
services, including foreign military assistance and 
foreign aid generally. In the current year the mili- 
tary plans to spend 47 billion dollars. Even so, 
the Defense Department will have available $56 
billion in left-over authorizations and appropria- 
tions at the beginning of the 1954 fiscal year next 
July 1. While the requests for new authorizations 
next year will probably be below this year’s appro- 
priations, actual defense spending is not expected 
to taper off until some time after 1954, 


We can hope that the military items in the budget 
will settle down to a lower level and bring the possi- 
bility of a balanced budget nearer to reality. There 
is certainly room for cuts in the next military budget. 
Recently, the Committee for Economic Development 
concluded, after study, that a saving of $4 billion 
could be achieved in the Department of Defense 
“without impairing the effectiveness of the security 
programs.” These savings would result from better 
procurement procedure, more standardization, and 
more economical methods of construction, design 
and production. 


The non-military side of the budget also contains 
large reducible areas. Although Congress made sub- 
stantial cuts in the current budget, negligible 
amounts were cut from the $18 billion “reducible” 
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area as recommended last year by the Committee 
on Federal Tax Policy, of which I was Chairman. 


The Committee singled out as particular targets 
for program cuts and the elimination of waste the 
following areas: 


(a) Loans—$21% billion 
(b) Civil public works—$11% billion 


(c) Federal aids and subsidies, as well as special 
federal services to agriculture, labor and 
business—$91,, billion 


(d) Sale of loans and commodities 


In these areas the Committee recommended cuts 
of $814 billion in the 1952 budget. Corresponding 
cuts of $1014 could have been made in the 1953 
budget. 


These cuts would enable the budget to be bal- 
anced and a substantial tax reduction would become 
possible. 


The best work any of us can do in this period 
between budgets is to try to settle on improvements 
in budgetary procedure which will make a balanced 
budget and thus a stable dollar more likely of 
accomplishment. 


Three Important Considerations 


First, Congress should place a ceiling on expendi- 
tures, within which the Budget Bureau and the Ad- 
ministration as a whole should operate, and it should 
not be higher than anticipated revenues from tax 
laws on the books. The burden of determining allo- 
cations and cuts should be placed squarely on the 
Administration. A budget of the current size gives 
ample leeway for all necessary programs. No new 
programs should be instituted without specific pro- 
vision for financing them. 


Second, the Congressional Appropriations Com- 
mittees should recruit an adequate technical staff. 
like that maintained by the Joint Committee On 
Internal Revenue Taxation, to assist the committees 
in the difficult tasks of analyzing spending proposals 
and of fitting particular recommendations into the 
general scheme of Federal appropriations. The ap- 
propriations committees performed a herculean task 
in analyzing and reducing the last budget. They 


must be prepared to do an even better job year after 
year. 


Third, there must be a review and a careful prun- 
ing of the mass of legislation already on the books, 
which authorizes appropriations. Session after ses- 
sion, the Congressional desire to reduce the total 
expenditures materially and thus to give the citizen 
relief from excessive taxes is blocked by authoriza- 
tions already on the books for all sorts of continuing 
programs, indefinite as to time and amount. This 
“uncontrollable” part of the budget needs to be 
greatly reduced in line with present realities. Senator 
Byrd has told us that. the total of. authorized ap- 
propriations on the books on June 30, 1952, was 
$91.3 billions. Add the new appropriations to that 
figure, and the total is a colossal $172 billions. These 
enormous figures show why there is so much appeal 
and logic in the proposal that Congress should wipe 
the slate clean of old authorizations and start over 
again. How can the budget be balanced, how can 
the dollar be made stable, so long as outstanding 
uncontrollable expenditure authorizations so greatly 
exceed the annual budget? 


Required: A Spartan Policy 


Finally, at long last, we come to taxes. Our Fed- 
eral tax structure cries for improvement and for 
reduction. The present structure literally is a mess. 
If we could start fresh, and the problem were to 
propose a new set of taxes to pay for prospective 
governmental expenditures, no expert or Congress- 
man, I think, would ever propose the tax structure 
we now have. Most experts would agree with the 
laity, first, that our total tax burden is much too high, 
and must be reduced, unless the goal is Socialism 
in our time. Second, the taxes are not well devised. 
Too many fall in the wrong places. 


When the tax screws were last tightened, Congress 
put expiration or repeal dates on the excess profits 
tax (June 30, 1953) ; the 10 or 11 percent increase 
in the individual income .ax (December 31, 1953) : 
the 5 percentage point increase in the corporate 
income tax (April 1, 1954); and on various in- 
creases in excise taxes (April 1, 1954). In a full 
year, these tax increases produce over $8.3 billions. 
In the fiscal year 1954, the revenue would be re- 
duced about $2.7 billion if all the increases were 
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allowed to expire on their termination dates. Shall 
the repeals be allowed to take effect? I think the 
answer is “yes”. 


1, The excess profits tax has a pretty name, but its 
deeds are evil. The current law is a masterpiece of 
complexity and gobbledegook, and few will contend 
that the law is successful at all in distinguishing 
excessive profits from ordinary profits. The tax en- 
courages wasteful expenditures, for the Treasury is 
paying most of them. The tax is much harder on 
new developing enterprises than on old established 
ones. The tax serves to drive prices up and thus to 
promote inflation. The tax was written and adopted 
without adequate consideration and study. It has 
worked badly. It should be repealed. 


2. The individual income‘ tax increases have had 
a devastating effect all up and down the line. The 
man with $4,000 surtax net income pays nearly 
$1,000 ($936) in Federal income taxes alone. At 
the other end of the income scale, the man with 
$100,000 surtax net income pays over $70,000; plus 
90 cents out of every additional dollar over $100,000 
which he may earn. 


Very high taxes have gone hand in hand with infla- 
tion, with the result that, notwithstanding large wage 
increases, very few of us have been able to maintain 
our living standards, much less get ahead. A married 
couple with two children and a $2,000 income in 
1939 needs an income of $4,200 today simply to 
maintain their position, after taxes and inflation. 
The $5,000 couple must have $11,641 today; the 
$8,000 couple $19,760; the $15,000 couple, $44,384. 
The $100,000 couple must have advanced to the 
impossible height of $1,005,381 per year, merely to 
maintain their 1939 economic position. Who, then. 
is as well off today as he was in 1939? What of 
the slogan that we never had it so good? 


The fact is that even substantial promotions and 
wage increases have not kept up with the decline in 
value of the dollar and the increasing tax impact. 


To repeal the last 10 percent increase in the in- 
come tax will, in no sense, cure this situation. Never- 
theless, the repeal would be a welcome recognition 
that taxes are too high. Further, it would prevent 
the increase from sliding into permanent law, the 
all too common destination of emergency taxes. 
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3. The latest corporate income tax increase ought 
also be allowed to lapse, primarily, because a 50 
percent levy on income is high enough. In a free- 
enterprise economy, the Government should not take 
more of a corporate taxpayer's earnings than it may 
keep for itself and its shareholders. We must have 
a vigorous expanding economy, and vigorous cor- 
porations are a principal component. 


4. Finally, many of the excises are too high. The 
excise tax system is not general, but selective. Sales 
of many kinds’ of goods are not taxed at all. The 
rates of tax on some items, notably liquor, are now 
so high that the high tax produces less than the 
lower tax used to do. We need a broadly-based 
excise tax system to produce a greater share of total 
revenue than the excises now provide. The lapsing 
of the increases should be coupled with a revision 
of the whole excise tax structure. 


I shall not speak at this time of all the other kinds 
of tax revision that are badly needed: for example, 
the restatement of the law in shorter, more intel- 
ligible terms. 1953 is not an election year, and a 
new Congress should seize the opportunity to over- 
haul the tax system and put it into shape for the 
long haul of heavy costs ahead. 


In conclusion, however, I want to couple what 
I have just said about tax repeals with what I said 
earlier about balancing the budget. In my judg- 
ment, in these times of enormous business activity 
and full employment, the Federal budget must be 
kept balanced. We must maintain a sound dollar. 
Consequently, spending must be cut down to bring 
it within revenues. Before taxes are cut, and rev- 
enues thereby reduced, expenditures must be further 
reduced. 


It is a Spartan policy. It will require strong ad- 
ministrative and legislative leadership and great 
integrity. But it can be done. 


To return to my place of beginning, the policy 
of a balanced budget, of reduced spending to permit 
reduced taxes is the best way to insure a stable 
dollar to foster a strong nation and a peaceful 
world. As citizens, we want those results from Gov- 
ernment above all others, and it is in our power to 
get them. Our course of action is clear. We must 
gird our loins, and march through our own Red Sea 
to the promised land we hope to find. 


* 








